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The Division is a voluntary organization 
for CPA firms, which was formed in 1977 
to provide a new level of self-regulatory 
controls. Previously, your CPA was sub­
ject—as an individual only—to ethical 
requirements governing compliance with 
both accounting and auditing standards 
and standards for professional conduct. 
Firms remained outside the jurisdiction of 
the professional body. There was no 
mechanism to monitor the performance 
of firms; no way to discipline a firm if 
performance fell below standards. The 
new Division for CPA Firms now fills 
that void, holding firms themselves to 
both technical and behavioral standards.
The Division includes two separate 
but similar sections, one for firms serving 
publicly traded corporations, the other 
for firms whose clients are smaller, 
privately held companies. Membership 
is open to all firms, which are free to 
join one or both sections. Of the 1,600 
firms holding membership, roughly one 
third belong to both sections.
Although the Division was created 
primarily to improve the profession’s 
ability to regulate itself, the Private 
Companies Practice Section has the 
added function of identifying and com­
municating the views of local practitioners 
and their smaller, privately held clients
on procedures and practices of the 
accounting profession.
To understand the significance 
of the new Division, it is important to 
recognize that a firm joins either—or 
both—sections according to the nature 
of its practice. That does not mean 
standards for the conduct of its practice 
may differ. It simply acknowledges that 
public companies and their investors have 
somewhat different needs from private 
companies and their owners.
Thus, while both sections require 
firms to have quality control policies 
and procedures that comply with pro­
fessional standards, the SEC Practice 
Section, for example, has additional 
requirements for audits of SEC clients 
because of intense public interest in 
publicly traded companies. For example, 
members of the SEC section must 
disclose the number and names of their 
SEC clients for public inspection. The 
partner in charge of an SEC audit must 
be rotated every five years, and audit 
reports on those clients must be reviewed 
by another partner before issuance. 
The firm is required to carry more insur­
ance than a firm that has no SEC clients. 
And, again because of the public in­
terest in SEC clients, that section also
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has an independent Public Oversight 
Board to monitor its activities. How­
ever, members of both sections are 
required to submit to peer reviews and 
are subject to sanctions for unprofes­
sional performances.
Membership in either section is 
a commitment to extensive training 
programs, to adequate malpractice in­
surance, and to full participation in peer 
review. In every member firm, each 
member of the professional staff must 
enroll in continuing professional educa­
tional courses. Each is required to take 
at least 120 hours of classes over a 
three-year period. Courses cover a wide 
spectrum of professional and technical 
subjects, often prepared by AICPA, to 
help the practitioner sustain his profes­
sional competence.
Peer review is the strong under­
pinning that gives substance to the 
statement that the Division for CPA Firms 
is designed to enhance the quality of 
practice. Peer reviews are intensive 
reviews of a firm’s quality control sys­
tem. The review encompasses policies 
and procedures on:
■ How a firm implements independence 
requirements
■ How personnel are assigned
■ Provisions for consultation when 
technical assistance is required
■ How field work is supervised
■ Hiring practices
■ Continuing Professional Education 
programs
■ Promotion of personnel
■ Decisions on obtaining and retaining 
clients
■ Internal inspection of the firm’s work
Significant deficiencies are re­
ported to the executive committee of 
the respective section. It then becomes 
the responsibility of this body to decide 
whether sanctions should be imposed 
on the firm. These could range from 
requirements for special educational 
courses, to fines and to ultimate action 
of expulsion from the Division.
The keystone of the SEC Practice 
Section is the Public Oversight Board. 
It was established to oversee the over-all 
operations of the SEC Practice Section, 
including the monitoring of mandatory 
peer reviews and the imposition of 
sanctions against those firms failing to 
meet the requirements of the section. 
The Board, made up of prominent figures 
who are not CPAs, periodically reports 
on the results of its activities to the SEC 
and Congress.
How does membership in 
the Division for Firms 
affect the firm's client?
First of all, it means that the CPA firm 
you deal with has agreed to comply with 
the strict membership requirements of 
the section to which it belongs and it 
has agreed to have its compliance with 
those requirements reviewed by others. 
Thus, there is greater assurance that 
your firm is adequately insured and that 
its personnel are adequately trained and 
up-to-date on professional develop­
ments. In addition, the penalties and 
sanctions once limited to individuals 
now extend to the firm. Accordingly, 
membership in the Division provides 
additional assurance that a firm will 
comply with professional accounting and 
auditing standards because sanctions 
will be enforced if it does not.
Membership in the Division also 
facilitates members’ participation in 
formulating the technical standards that 
ultimately affect their clients.
The aim of the new Division for 
CPA Firms is to enhance the quality 
of practice and to impose sanctions on 
firms that do not conduct their account­
ing and audit practice in a professional 
manner. It was created as a vehicle for 
self regulation.
SEC Chairman Harold M. Williams 
says this new division “demonstrates 
that the profession is clearly capable of 
fashioning a meaningful alternative to 
government regulation.’’ The AICPA 
intends to make sure the Division for 
CPA Firms is a strong and useful force 
for both the profession and the public 
it serves.
